Issue 115, 3 September 2012

I'm anxious
The stock market has been itching to go higher, but investors are still waiting for confirmation that
global financial markets are in safe hands. The markets gave Ben Bernanke's Jackson Hole speech a
tick of approval, and now we're waiting for Europe, and that's what makes me anxious, as I talk about
today.
Also in the Switzer Super Report, Paul Rickard has updated our high-income stock portfolio and it's up!
So take a look at what's inside and what Paul recommends. Lance Lai shows us how gold has made a
significant break on the charts. Plus we have our weekly broker wrap as well as information on making
sure you get your death benefits right. Have a great week!
Sincerely,

Peter Switzer
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Why I'm anxious this week
by Peter Switzer
As someone who owns a financial planning business,
I love it when stock markets rise and while we do a lot
more than just position out clients to make money out
of rising shares, a bull market just make life easier.
That’s why I’m anxious ahead of the announcement
from Mario Draghi and his European Central Bank
(ECB) on September 6 – Thursday night our time.
And the supportive statements from the likes of
Germany’s Angela Merkel, Francois Hollande of
France and various finance ministers will make or
break the rally that started in early June and got turbo
charged by Draghi himself in late July with his
“whatever it takes” promise.
The markets have believed him and they will be
‘peed-off’ if the actions don’t match the words.
Since January 1, the Dow is up 7.15%, the S&P 500
is up 11.85%, the Nasdaq has put on a colossal
17.73%, while our S&P/ASX 20 index is now 6.4%
higher.
We are up 5.4% for the new financial year, which is a
great start, but one stupid move on Thursday could
unwind all of this good work. On the flipside, if the
Europeans nail it and then the Yanks come up with a
good to better-than-expected jobs report on Friday,
then the foundations to end the so-called secular bear
market, which can have bull market rallies like the
current one within it, could end.

helps China and in turn, commodity prices and our
stock market and our economy.
Sure we could see a sell-off on good news from
Europe, but that will be just traders doing what
traders do. The facts would be that Europe and the
world economy would have struck a blow for greater
growth, which is needed to pay down the debts that
are yoked around most of the world’s key
economies.
What to do
So how do you play this challenging, unfolding,
market drama?
The courageous would buy BHP Billiton (BHP), Rio
Tinto (RIO) and Fortescue Metals (FMG) ahead of the
ECB decision, but the cautious would wait and see.
You could miss a big bounce, but these stocks have a
long way to run before they are bad value. As an
adviser, I’d play it cautiously, but I know long-term
investors have learnt not to worry about short-term
results.
Against all of this optimism, there are respected
analysts tipping that the market is set to dive and the
charts are looking a little worrying, especially if you
focus on the Shanghai Composite. Lance Lai, my
charts guy who is on my Switzer program tonight, has
been worried about this and he has been on the
money for a long time.

A perfect world
Let me share with you the perfect world scenario. It
goes like this:
The ECB gets it right bringing down the cost of
borrowing for Spain, Italy, etc. This helps stock
markets head up worldwide, raising business and
consumer confidence. Europe grows quicker, which

This is a most important week – I really hope it turns
out to be a turning point!
Important information: This content has been
prepared without taking account of the objectives,
financial situation or needs of any particular
individual. It does not constitute formal advice.
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Our high income portfolio is up! Time to rebalance
by Paul Rickard
If you are overweight the major banks, Telstra (TLS)
and the likes of Woolworths (WOW) and Wesfarmers
(WES), your portfolio should be doing well in this
market, where high yielding defensives are all the
rage
Throw in a healthcare superstar stock like Ramsay
(RHC), subtract a couple with fleas such as David
Jones (DJS) and UGL (UGL), so it isn’t altogether
surprising that our income portfolio is performing
strongly! We’re up 8.3% since December and 12.3%
if you include dividend income.

industries and looked for companies that pay
franked dividends and have a strong record of
earnings consistency.
Our income biased portfolio (per $100,000 invested)
and its performance from 15 December 2011 to 31
August 2012 is as follows:

Expectations
It is worth restating our expectation that this portfolio
should moderately underperform in a rising market,
and moderately outperform in a falling market. After
all, we have constructed it for tax-effective income
and are underweight the typical ‘growth’ sectors.
To recap, last December we introduced our ‘income
biased’ portfolio of stocks. The portfolio is forecast to
generate a dividend yield of 5.82% per annum (pa)
and given it is 97% franked, this translates into a
forecast 6.87% pa after-tax income return in
accumulation, and for a fund in pension phase, 8.08%
pa.
Some of the key construction rules we applied:
a ‘top down approach’ to the sectors, with
biases that favour lower PE, higher yielding
sectors;
in the major sectors, our sector biases are not
more than 33% away from index;
to balance the “diversification need” and
“monitoring effort”, we sought 15 to 20
stocks; and
we confined our stock universe to the ASX
100, avoided chronically underperforming
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Rebalancing and stock changes
As the table below illustrates, our portfolio sector
weights (using current market price) have changed
since the portfolio was established. Our core portfolio
rule (biases for the major sectors not to be more or
less than 33% away from the index) is in danger of
being breached, so it’s time for some re-balancing.

* Income includes dividends declared and payable, as
the Accumulation Index assumes that this is
re-invested the date the stock goes ex-dividend.
Assume AGL 1:6 rights issue at $11.60 taken up –
net amount shown in portfolio value. Brambles
Entitlement Offer not taken up, proceeds of $0.25 per
share.
All stocks have paid an interim dividend, and nine of
the 17 have declared their final dividend. With the
exception of David Jones, all were in line with
forecast and there were no (negative) surprises.
When the dividend income of $4,037 is added to the
nominal profit of $8,252, the portfolio is up $12,289,
or 12.3% from the start.
So, how has it doing on a relative basis? As it is
income we are after, we track the performance
against the S&P/ASX 200 Accumulation index rather
than the normal price index. Further, as the
accumulation index doesn’t take into account the
taxation benefits to a SMSF from fully franked stocks,
we have included the value of the portfolio “grossed
up” for this benefit.

Exiting Ramsay and replacing with Primary Heath
Care is just about “relative value”. Ramsay has
delivered fantastic results over many, many years – it
must be just about the best stock in the market.
Deservedly so, it is trading on a pretty high 2013 PE
of 19.5 (the Directors have forecast EPS growth of
10% to 12%), and while the Company has a habit of
beating its own forecasts, Primary (on a forecast PE
of 13.5) looks cheap. The risk – Primary doesn’t
have the same track record, and is carrying a fair
degree of debt.
These changes won’t have any material effect on the
portfolio’s forecast income return. Our new income
biased portfolio from 31 August is:
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*Assume AGL 1:6 rights issue at $11.60 taken up –
net amount shown in portfolio value. Brambles
Entitlement Offer not taken up, proceeds of $0.25 per
share.
Important information: This content has been
prepared without taking account of the objectives,
financial situation or needs of any particular
individual. It does not constitute formal advice.
Anyone should consider the appropriateness of the
information in regards to their circumstances.

05

Chart of the week: will gold climb higher?
by Lance Lai
7.2%)
Stop out was at $1,518. This has never been
threatened.
The stop loss is now raised to $1,558.
Actions
Another parcel with 30% weighting ought to be
entered into at current prices of $1,688.
Gold $1,688 – Break Out. Target 23.5% Higher at
$2,085!
Today I’m going to update you on my position on
gold, continuing on from my note on 14 June 2012,
“Gold $1,616 Working Hard Trying To Bottom:
Accumulate for a 5.7% Upside Target.”
The ‘test the water’ trade above is turning into a ‘full
position trade’ as gold now looks increasingly like it
is about to re-trend upwards.
I now have three targets (see chart above):
1. T1 $1,808 (7.1% higher),
2. T2 $1,901 (12.6% higher) and
3. The Ultimate Target $2,085 (23.5% higher)
Gold has been nicely forming a bottom with the key
lows as follows:
16 May – $1,527
30 May – $1,531
28 June – 1,547
We already have the following long positions:
1. 20% entered $1,616 (unrealised profit of
4.5%)
2. 30% entered $1,574 (unrealised profit of

A further and final parcel of 20% be purchased at
$1,658 should the price return there.
Clearly Ben Bernanke’s testimony last Friday night at
Jackson Hole has had an impact. The charts had
indicated positive statements ought to have come out,
and this has now been confirmed by price action.
What I like about the chart?
1) The 200 day moving average has been crossed
from below by price action.
2) A solid base has been created now since my last
article of 14 June 2012, “Gold 1,616 Working Hard
Trying To Bottom”. A solid bottom has been
established from 16 May to 15 August.
3) Broken out of resistance of $1,660.
4) Other indicators starting to show we are on the
cusp of a new uptrend.
5) Target 1, 7.1% higher, of $1,808 is in view.
6) Target 2, 12.6% higher, of $1,901 is then
expected.
7) Ultimate Target of $2,085, which is $2,085 has
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been projected.
What I don’t like
1) The 200 day moving average (the yellow line) is
still pointing down. It would be perfect to see this start
to point up in the coming weeks.
2) We are currently at the top of recent ranges.
Moves back down towards $1,660 is expected, but
any moves below this level that are significantly
lower, and for more than a day or two would put into
doubt the positives above.
Please note that my views are not for the Long Term.
My method results in views expressed that relate to
an outlook that lasts weeks or at most months. For
example, my view on Shanghai’s Index has for now
been met and completed since 22 March 2012, 11
days later. Currently regards Shanghai, I am in a
cautionary observant position. Your utilisation of this
information needs to take into account the time frame
I set. The stocks recommended as “Steady as She
Goes” may be held for the longer term, which for me
means months.
Important information: This content has been
prepared without taking account of the objectives,
financial situation or needs of any particular
individual. It does not constitute formal advice.
Anyone should consider the appropriateness of the
information in regards to their circumstances.
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The broker wrap: QAN, NCM, TOL, SVW
by Rudi Filapek-Vandyck
Broker upgrades in the past week

Broker downgrades in the past week
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The end of yet another weak reporting season in
Australia, the falling price of iron ore and the Gillard
Government linking the price of carbon emissions
permits to a weak and troubled Europe all featured
prominently in local stockbrokers’ research last
week.

respect to grades at the project.

Meanwhile, the trend of ratings downgrades far
exceeding upgrades continued, showing 48 cuts to
ratings against 11 upgrades. Total Buy ratings have
now fallen to 44.6% at the finish of the local results
season, while 44.1% of stocks are rated Hold and
11.3% rated Sell.

Both Macquarie Atlas (MQA) and SP Ausnet (SPN)
were also upgraded by JP Morgan, but in both cases
to Neutral ratings from Underweight previously, the
former given some positives such as a maiden
dividend announcement and some benefits from a
weaker AUD/EUR exchange rate and the latter given
scope for the company to pass through the costs of
the Black Sunday bushfire litigation to customers on
the back of a draft decision as to what qualifies as an
insurance event.

Upgrades
Aristocrat Leisure (ALL) made both lists, with RBS
Australia upgrading it to a Buy on the view interim
earnings contained enough good news to suggest
market conditions for the company were improving. In
contrast, Citi downgraded it to Hold on valuation
grounds following a solid share-price run.
Transpacific Industries (TPI) saw RBS move to a
Buy rating, with the company appearing to be moving
through its deleveraging process faster than had
been expected as cash flows and the balance sheet
are now in better shape.
RBS Australia also upgraded Automotive Holdings
(AHE) and Qantas (QAN) to Buy ratings, the former
given the expectation of further solid earnings growth
momentum from recent acquisitions and new
dealerships and the latter an improved cash position
reduces the likelihood of a capital raising.
Lindsay Australia (LAU) was RBS’s final upgrade
for the week, the broker moving to a Buy rating as
updated guidance from management saw earnings
estimates increased. At the same time, recent share
price weakness has improved the value on offer in
the stock.
Also active in lifting ratings was JP Morgan, who
upgraded Infigen (IFN) to Buy from Hold to reflect
increases to forecasts following a better than
expected profit result. PMI Gold (PVM) enjoyed a
similar upgrade from JP Morgan, reflecting positive
feasibility results for the Obotan project in West Africa
and in particular the lack of any bad news with

For Seven Group Holdings (SVW) a better than
expected profit result thanks in large part to strong
earnings from WestTrac was enough for JP Morgan
to upgrade it to a Buy rating.

SP Ausnet also experienced a downgrade in rating,
Credit Suisse moving to a Hold previously as while
the draft ruling is a potential positive the broker
suggests recent share price performance means a
more cautious rating is now appropriate.
The other upgrade during the week came from BA
Merrill Lynch, upgrading Prime Media (PRT) to
Neutral on the basis of an attractive valuation relative
to peers. This follows a profit result that prompted the
broker to lift its numbers in coming years.
Downgrades
Multiple downgrades to a stock was a major trend this
week, with Ausdrill (ASL), Australian Infrastructure
(AIX), Boart Longyear (BLY), Centro Retail (CRF),
FKP Property (FKP), Investa Office (IOF),
Newcrest Mining (NCM) and Telecom New Zealand
(TEL) all seeing ratings downgraded by more than
one broker.
For Ausdrill, an in-line full-year earnings result was
not the issue as the Best Tractor Parts acquisition
has lifted gearing levels and there is now less scope
for outperformance relative to expectations. As a
result Macquarie has downgraded it to Hold and
BA-ML to Sell.
Australian Infrastructure also delivered a solid
earnings result but the proposed acquisition by the
Future Fund has become the main point of interest.
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For JP Morgan and UBS the proposal fully values AIX
and the former notes a deal will take some time to
become a reality. JP Morgan downgraded it to Sell,
while UBS cut it to Hold.
A record interim result from Boart Longyear was
accompanied by significant cuts to earnings guidance
to reflect weaker exploration spending. Brokers
quickly adjusted earnings forecasts and price targets
accordingly, with RBS, Macquarie and UBS all
downgrading it to Neutral given little scope for share
price outperformance in the current environment.
Results confirmed Centro Retail has done a good job
in reinventing itself, but the market has recognised
this and driven up the share price this year. With
valuation less attractive Macquarie, JP Morgan and
UBS have downgraded ratings, JP Morgan to Sell
and the other two to Hold.
RBS, BA-ML and JP Morgan have all moved to Hold
ratings on FKP Property as the need to raise capital
to strengthen the balance sheet, while at the same
time indicating further asset sales are likely, has
raised questions about the outlook for the stock. Price
targets were also adjusted to reflect the capital
raising.
Full-year earnings from Investa Office were solid and
guidance for the coming year was regarded as
impressive by JP Morgan but with the share price
having reacted to the solid performance in recent
months the broker downgraded iy to Hold on
valuation grounds. UBS made a similar change for
the same reason.
Newcrest’s pre-feasibility study for the Golpu project
fell short of expectations given higher capex costs
and lower output and this has prompted some
downgrades, RBS and UBS both cutting ratings to
Hold. Credit Suisse went further and downgraded to
Sell on Newcrest, as the delay to the project also
impacted on the broker’s valuation for the stock.
While Telecom New Zealand broadly met
expectations with its profit result there were signs of
revenues coming under pressure given increased
competition in the fixed line business in particular.
Both Citi and JP Morgan downgraded ratings to Sell
as earnings estimates and price targets were cut.

Among other downgrades, RBS has moved to a
Neutral rating on AP Eagers (APE), the change a
valuation call as while forecasts have been lifted
following a solid earnings result this is now reflected
in the share price.
Lower revenues and higher costs meant a poor Atlas
Iron (AGO) result, which prompted UBS to cut
earnings forecasts and price target significantly. With
the current iron ore price an issue the broker
downgrades to a Sell rating.
A share price rally over the past couple of months has
been enough for JP Morgan to downgrade AWE
(AWE) to Sell, a change supported by the broker’s
concerns with respect to capex risk for the BassGas
project and financing for the Ande Lamut
development in Indonesia.
Caltex (CTX) delivered a solid interim result in the
view of Credit Suisse, but the share price has rallied
solidly in recent weeks and this implies limited upside
from current levels in the broker’s view. As a result,
rating has been cut to Sell.
Still challenging conditions prompted Deutsche Bank
to lower earnings estimates for Fairfax Media (FXJ),
the changes bringing about a cut in price target. The
ongoing uncertainty with respect to earnings and the
group’s transition to digital revenue streams saw the
broker downgrade it to a Sell.
Flight Centre (FLT) delivered a good full-year profit
result in challenging conditions and this was enough
for RBS to lift forecasts and price target. At the same
time the broker cut its rating to Hold as the stock is
now within 10% of the revised price target.
G8 Education (GEM) beat Citi’s forecasts with its
interim result, but again the result has been reflected
in an improved share price. With valuation now less
attractive Citi has moved to a Hold.
The sale of the Integro business by Goodman
Fielder (GFF) was done at a price generally in line
with expectations, but does nothing to put an end to
margin concerns in the view of JP Morgan. At the
same time balance sheet issues have not been fully
dealt with, so the broker has downgraded it to a Sell
recommendation.
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Graincorp (GNC) has acquired Integro and UBS
sees the move as a solid one for the group given the
deal should be earnings accretive and add to
strategic assets. Weather remains a risk to earnings,
however and the broker sees valuation as full at
current levels, prompting a downgrade to a Hold
rating.

few months has the stock appropriately priced at
current levels in the view of Citi. As a result, the
broker downgraded it to a Hold. Valuation is also the
issue for Spark Infrastructure (SKI) in Credit
Suisse’s view, the broker downgrading it to a
Neutral.

Exposure to the resources sector has prompted
Macquarie to lower earnings forecasts
for Lycopodium (LYL), the changes pushing down
the broker’s price target. With the share price above
the revised target rating has been downgraded to
Hold.

It is a similar story for Toll Holdings (TOL), Credit
Suisse moving to a Hold as recent price strength
limits the potential upside on offer. A weak result
prompted the broker to downgrade Transfield
Servies (TSE) to Hold, as full-year earnings have
been difficult to reconcile and increase questions with
respect to earnings going forward.

Ongoing delays to an operating licence for its LAMP
facility in Malaysia continue to pressure Lynas’s
(LYC) balance sheet and this increased risk is
enough for Deutsche to downgrade to a Sell rating.

Credit Suisse also moved to a Hold rating from Buy
on Virgin Australia (VAH) as while the company now
appears in much better shape, this is already
reflected in the share price following recent gains

A change in analyst has seen Credit Suisse
downgrade NRW Holdings (NWH) to Hold, the
change accompanied by revisions to earnings
estimates and price target following a strong full-year
profit result.

Lower margin assumptions have seen BA-ML lower
earnings forecasts for WHK Group (WHG) and with
the stock trading close to this revised valuation the
broker downgraded it to a Hold. It is a similar story for
Woolworths (WOW), as while full year earnings were
solid this is priced into the stock and so RBS has
downgraded to a Hold rating from Buy previously.

Tough market conditions have increased doubts
PaperlinX (PPX) will be able to maintain earnings,
especially given some better assets are being sold to
address debt issues. Deutsche has downgraded it to
a Hold.
Peet (PPC) delivered a reasonable earnings result,
but competition continues to increase and sentiment
remains poor given ongoing discounting and resulting
margin pressure. This combination saw Citi
downgrade it to a Neutral rating.
Perpetual’s (PPT) profit result showed
transformations being undertaken are beginning to
have some impact, but the view full benefits from the
program won’t be apparent until 2015 caused UBS to
downgrade it to a Sell.

Note: FNArena monitors eight leading stockbrokers
on a daily basis. The eight experts are: BA-Merrill
Lynch, Citi, Credit Suisse, Deutsche Bank, JP
Morgan, Macquarie, RBS and UBS.
Important information: This content has been
prepared without taking account of the objectives,
financial situation or needs of any particular
individual. It does not constitute formal advice.
Anyone should consider the appropriateness of the
information in regards to their circumstances.

Retail Food (RFG) delivered a solid enough earnings
result in the current environment, but for RBS the fact
the share price has moved close to its revised target
is enough for a downgrade in rating to Hold.
A strong run for Sigma (SIP) shares over the past
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How do I arrange my death benefits?
by Tony Negline
Your SMSF is paying a pension or you’re thinking of
commencing a pension from your fund and you
realise there’s one issue that’s troubling you and
you can’t really find enough information to make a
firm decision.
This one issue involves a choice between a Binding
Death Benefit Nomination (BDBN) or having a
nominated reversionary beneficiary named for your
pension. But what’s the difference, and which should
you choose?
Over the next couple of articles I’m going to describe
what these options are and when you might use
either or both of them for your pension.
Binding nominations
This week I’ll look at BDBNs and pensions. At its
simplest level, a BDBN is a firm nomination for your
super fund benefit to be paid, on your death, to your
chosen dependants or to your deceased estate. I
wrote about BDBNs in March and you can read that
article here.
Firstly as a matter of course, as with everything in
your SMSF, in order for a BDBN to be effective, your
trust deed must allow for them to be used and you
and your fund’s trustee must follow the trust deed’s
requirements to put one in place.
For example, our SMSF trust deed provides that
when I give a BDBN to my trustee, he or she must
formally accept that document.
Also look at the rules your trust deed provides. Does
it allow you to nominate what type of benefit your
chosen survivors will receive? Plenty of trust deeds,
especially for large super funds, make no allowance
for this.

Here are some common questions I’m asked:
What happens if you use a BDBN with your
non-reversionary pension?
Your pension will cease immediately upon your
death. If your BDBN specifies that one or more
pensions are to be paid to specific survivors, then
these will be new pensions.
Your pension beneficiary will have to become a
trustee and member of your super fund if they’re not
already. The taxable and tax-free component split for
the pension will be calculated at this point.
Additionally, the Centrelink income test assessment
will be re-calculated. The importance of this point is
best explained by an example:
Example
Suppose at the age of 65, Tom begins a
non-reversionary pension with a purchase price of
$500,000. His spouse is 62.
Under Centrelink’s income test, $26,968.72 in
income paid from the pension won’t be counted
under that test each year for the life of the pension.
This is worked out by dividing the pension’s
purchase price by Tom’s actuarial life expectancy.
$500,000 ÷ 18.54 = $26,968.72
Suppose Tom dies at the age of 80 and the account
balance of the pension is now $600,000. On death,
the super fund begins to pay his spouse a new
pension when she is 78 years old. At that point in
time, she will have a life expectancy of 11.35 years,
which means each year Centrelink’s income test
won’t count $52,863.44 in income paid from the
pension.
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(The life expectancy of 11.35 is based on current life
expectancy tables. In 15 years’ time we could expect
a 78-year-old female to have a life expectancy of
about 13.50 years. Regardless the lower life
expectancy means she’s in a good position.)
Technically, you can commence to pay a death
benefit pension to minor children (that is, children
under 18). These pensions must cease when they
reach 25 years of age. Please be aware however that
some retail super funds don’t allow pensions to be
paid to minor children.
What happens if you want lump sums paid from
your pension?
At this point how your super fund assets are treated is
a matter of conjecture. Based on a Tax Office draft
tax ruling issued last year, your assets are sent back
to accumulation phase and any assets sold to pay the
benefit will be subject to capital gains tax (CGT).
However, in minutes of the National Tax Liaison
Group Super Technical Committee Minutes it would
appear that this initial ATO view will be modified in
the final version of this ruling when it’s released.
Until this document is released (at the time of writing
the publication date of the final ruling is unknown) no
one is sure how these lump sums are meant to be
treated.
In the next article, I’ll provide some details on how
reversionary pensions work.
Important information: This content has been
prepared without taking account of the objectives,
financial situation or needs of any particular
individual. It does not constitute formal advice.
Anyone should consider the appropriateness of the
information in regards to their circumstances.
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Did you know?
Australia
Tuesday, September 4: Reserve Bank interest rate meeting
Wednesday, September 5: Economic growth (June quarter)
Thursday, September 6 : Employment/unemployment (August)
Friday, September 7: International trade (July)
Overseas
Tuesday, September 4: US ISM manufacturing (August)
Thursday, September 6 : US ADP employment (August)
Thursday, September 6 : US ISM services (August)
Friday, September 7: US Non-farm payrolls (August)

Did you know?
The Reserve Bank of Australia (RBA) is expected to keep interest rates on hold when it meets on Tuesday.
However a rate cut is likely sometime in the months afterwards, as a slowdown in China, falling prices for
mineral exports, and the continuing eurozone crisis weigh on the outlook for domestic economic growth,
economists say.
All 13 economists surveyed by AAP said the RBA would not move the cash rate at its September board meeting
and 11 expect there will be a rate cut in the last three months of the year.
The RBA has kept its cash rate at 3.5% since its June board meeting, when the key rate was cut by a quarter of
a percentage point.
"We think there is still scope for the RBA to lower rates further, admittedly it seems pretty reluctant, so we think
they probably won't do very much in the next few months," RBC senior economist Su-Lin Ong said.
Some economists are starting to predict an interest rate rise in early 2013.
CMC Markets chief market strategist Michael McCarthy said the interest rate cutting cycle could end if Europe
could successfully back away from a financial calamity and the US economy improved.
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